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EVALUATING PARTNER PERFORMANCE
As I see it, the financial purpose of partner perfor
mance evaluation is to determine fair compensation
on a current basis and fair retirement benefits on a
long-term basis. In our firm, the evaluation process
helps us determine the bonus stream, marketing
effort, interpersonal skills, and a variety of interre
lated subjects.
In addition, we want the evaluation process to
help accomplish our firm’s goals. The process
enables us to address firm issues with partners
through discussions on topics such as client service
and growth, staff development and coaching, mar
keting and administrative duties, and so on.
Keep in mind, partner evaluation is not an exact
science. Each partner is different. Each has differ
ent needs and desires, and may have different types
of clients. In our firm, we are even located in differ
ent geographic areas with different work ethics. So
there is no right way or wrong way to approach
partner evaluations.
The objective is to help the individual learn, grow,
and become a greater contributor to the firm. We
try to give people dedicated, conscientious guidance
toward those initiatives. Obviously, different factors
are involved for different firms. Notwithstanding
those differences, I would like to share some of our
ideas on using the evaluation process and compen
sation system to ease the firm’s transition from one
generation of partners to the next.

Phase I—Planning
As part of our planning process, we use a structured
framework for communication between the chief
executive officer (CEO), chief operating officer
(COO), partners-in-charge of offices (PIC), and part
ners regarding performance planning. The commu
nication objectives in this goal-setting program are to
□ Help individuals forecast their own activities and

results for the next fiscal year.
□ Provide a written plan that may help in delegating
and managing activities toward the achievement
of goals.
□ Provide a primary counseling tool for the CEO
and PIC to use with individual owners.
□ Provide a vehicle to develop a more accurate iden
tification of individual accomplishments.
□ Produce additional data for determining appro
priate compensation.
The basic idea is to facilitate agreement on major
specific and measurable performance expectations
for the following fiscal year. The CEO, the COO, and
the PIC meet with individual partners in December
to discuss the responsibilities and targets for that
individual and agree to a plan for the following year.
We hold an update meeting in June, when we
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review the plan, determine its status, and decide
whether any corrective actions are needed.
Compensation is a key element in partner evalua
tion, and, obviously, there is a natural tendency for
this to dominate the discussion. As a result of trial and
error, we learned that the CEO needs to have a num
ber of tools available to him or her to direct the con
versation the way it can be most productive.
We decided, some twenty years ago, that only the
firm’s CEO and two other executive committee
members (the compensation committee) would
know the base compensation of each individual part
ner. If individual partners have a concern with their
base compensation, they would see the CEO and
resolve it one-to-one. We believed at that time and
still believe it would be divisive to the firm to share
base compensation data with the partner group.
In our firm, the components of compensation are
the base compensation, equity units, deferred com
pensation units, annual earned bonuses, and fringe
benefits. We take care not to have any special deals
with individual partners. There isn’t a partner in the
group that is treated any differently, although indi
viduals may be on different compensation levels. All
partners are fully aware of all bonuses, ownership
interests, and deferred compensation units. As
noted above, they are not aware of other partners’
base compensation.

Phase II —Typical evaluation/coaching process
The purpose of the evaluation/coaching process is to
determine skills partners will need in the years
ahead, and areas that need to be developed.
To facilitate the process, we use a chart which
illustrates, in pyramid form, the various skills and
abilities needed for advancement. During the evalu
ation process, we combine use of the pyramid chart
with three specific reports: a subjective assessment;
an accountability worksheet that compares the part
ner’s goals with actual performance regarding total
hours, chargeable hours, billings, new clients, etc.;
and major components of nonchargeable time.
Technical foundation, work ethic, and adopting the
firm culture are at the base of the pyramid. On the

next level is social graces (significant), then internal
communication skills (paramount to development),
external communication, marketing the firm, market
ing oneself, building networks, public speaking, and
ability to convert referrals to clients. The pyramid is
one of the tools we use to keep discussions focused,
whether the individual is entry level or partner.
The idea is to get each partner to focus on plan
ning and on the direction the firm is going. We want
them to think about where they fit in the firm, how
we are going to make the firm grow, and how we are
going to position the firm for the future.
One of our main objectives is to perpetuate the
firm. We have no intention of selling or merging up.
We started something twenty-five years ago that is
now successful and, fortunately, we have a group of
people who can continue to build on that. This
sometimes means we have to make sacrifices now
for the future of the firm. The evaluation process
helps individuals determine what their goals and
objectives should be, short-term and long-term, to
help us meet firm objectives.
We established a special, formal partner develop
ment program about three years ago to help part
ners who are not as comfortable as they should be
in areas such as interpersonal skills, networking,
selling, and client maintenance. The program
includes our getting away from the office for an
overnight stay, two or three times a year. We bring
in outside speakers on subjects such as executive
image, supervision, working through paradigms,
exceptional client service, executive selling skills,
managing people, stress management, interperson
al impact, the art of negotiating, and selling.
The key working document in the evaluation pro
gram is the partner achievement form. It allows us
the opportunity to be forthright with partners dur
ing the evaluations and gives us the structure to
focus on areas that need attention. It is easy to get
off course in these meetings, so the idea behind this
form is to keep the discussion on point. Eventually,
we have to be able to tell partners that they have or
have not met standards and how this will affect
decisions regarding their compensation.
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The form also contains the firm statistical averages
for partners for the year with respect to certain tan
gible criteria. Partners always know where they stand
relative to their peers. Obviously, there are different
statistics for accounting and auditing, tax, and con
sulting, and these are compared with the partner’s
objectives and results for the year. We also arbitrari
ly set firm standards for tangible results (hours, etc.).
This gives us an opportunity to determine whether a
partner is operating above or below standards.
Nonperformance stands out, and partner ranking
(peer pressure) helps to bring people back to focus.
We use another form that lists the major compo
nents of noncharge time. This gives us another
opportunity to talk to people if we find they are going
in the wrong direction. Often, even the PIC is not on
top of a situation until we go through this process.
As I mentioned before, we believe we must contin
uously position the firm for transition. We need to
know when a junior partner is working on a senior
partner’s clients. We must know why the work has
not been transferred to the junior partner—especial
ly if it is because the senior partner has no confi
dence in the junior partner’s ability to maintain that
client. Our goal is to have senior partners gradually
and consistently transfer their books of business to
the next generation and go back out and replenish
their book.
Our retirement program allows partners who
elect to retire early to give a two-year notice at age
53 or older. We freeze their compensation, for the
next two years, work at transitioning their book,
and then they receive 100 percent of their deferred
compensation/equity value over a number of years.
We also require that at age 58, every partner sell
20 percent of whatever units they own, begin to
draw down their deferred compensation, and con
tinue selling 20 percent a year until at age 62 they
have no equity interest in the firm. We are trying to
force transition. We force partners to sell down and
transfer their books of business as they go along.
This does not mean partners get kicked out at 62.
They can continue working in the firm as long as
their compensation is commensurate with what
they are providing. They may have senior partner
status, but no equity in the firm.
At the end of the evaluation meeting with a part
ner, the CEO and PIC might say, for example,
“Based on our preliminary evaluation, we are going
to recommend to the compensation committee that
you should have a decrease in your base compensa
tion and a decrease in your equity, and these are the
reasons why.” The partner then has the opportunity
to discuss the CEO and PIC’s decision.
Or we might say, “We are going to recommend
that you should have a cost-of-living increase and

no equity change.” We will talk about this at the
conclusion of the meeting, and suggest that if the
partner wants a greater than cost-of-living increase
next year, we should revisit his or her subjective and
objective criteria and discuss what he or she needs
to do. This may require increasing his book of busi
ness, bringing in more business, and finding out
why nobody is transferring business to him.
One of the main reasons we take such pains with
our process is that we came to the conclusion that
you cannot tell partners what to do. You can only
give them an opportunity to motivate themselves.
Under our process, if people slacken off and
become too highly compensated for their contribu
tion, they know their base compensation will be
lowered or frozen, and in some cases, their equity
will be decreased. If you have the responsibility for
setting compensation, you need to deal with these
situations emphatically.
A few years back, we began a ten-year program to
maximize the equity by steadily reducing ownership
thresholds. For example, if the maximum a share
holder can own next year is 7 percent and a partner
owns 7.5 percent, he would have to sell 1/2 percent.
Each year, the maximum is lowered until, at the end
of a ten-year period, no partner will own more than
4 to 6 percent of the firm’s equity.
We believe that some firms failed because they
had older partners taking money out, and because
of an imbalance in equity, they weren’t able to effec
tively weather the transition from one generation to
the next. In ten years’ time, we believe the mix of
services provided by our firm will be 98 percent con
sulting and 2 percent compliance. We know we will
need to be more flexible to deal with this situation
and think our systems and culture are forcing us to
take steps in the right direction.
An effective way to evaluate, motivate, and com
pensate partners is essential for firm continuity and
success. As firm leaders, you might want to consid
er some of our tools—non-disclosure of base com
pensation, early retirement and its effect, stock
ownership equalization, and a soft-skills develop
ment program.
Partner evaluation should take place twice a year.
The meetings should be scheduled, and both you
and the individual partners must be prepared. You
have to plan, determine what you wish to accom
plish, and think it through. And remember, there
has to be a tie-in to the evaluation and the individu
al’s compensation. □

—by Frank P. Orlando, CPA, Parente, Randolph,
Orlando, Carey & Associates, 46 Public Square,
Wilkes-Barre, Pennsylvania 18701, tel. (717) 8200123, FAX (717) 455-3413
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Secrets for an Effective Marketing
Approach
In my article, “Communication Secrets of
Marketing Pros,” published in last month’s
Practicing CPA, I presented some ideas for
enhancing your personal marketing ability, and
described some tools you can use to draw atten
tion to your ideas. But what can you do to make
sure your personal marketing efforts stand out
and are effective?
Let’s think about this for a moment. We all use the
same marketing tools: publicity, direct mail, net
working, advertising, association membership, writ
ing articles, and so on. And we all have access to the
same books, magazines, public speakers, case stud
ies, and information regarding the latest marketing
techniques. So, does this mean we all get the same
results? The answer is, “No, of course not.” It is how
we apply these marketing tools—our approach—
that makes the difference.
Even if you were to share details of your market
ing plan to your competitors, they would not get the
same results. The better your marketing is, the truer
this becomes. Your competitors may try to emulate
you, but by the time they do, you will have moved
on to something better. The very nature of effective
marketing requires constant innovation and
unceasing, disciplined energy. Following are eight
action steps that should help ensure your marketing
efforts pay off.
Be sensitive. Take time to understand your target
market before you deliver your message. Get out of
the office and into the minds of your prospects.
Immerse yourself in their concerns, cultures, chal
lenges, and influences. As you develop your market
ing approach, share your ideas with prospects to
obtain their feedback as to your programs. Then
refine your approach based on that feedback.
Be creative. Don’t follow the lead of others. Be
different. Once you truly understand clients, refer
ral sources, and prospects, become creative and
develop exciting programs. This means taking
risks, spending money, and making mistakes. It can
also mean achieving more success than you ever
imagined.
Most people can research their targets and
develop a reasonable strategy for reaching them.
Where they often fail is in empowering a creative
leader to develop a marketing program that will
compete with the hundreds of messages people
receive each day. If you are not a creative leader,
you might consider hiring a marketing director or
consultant, sharing as much information as possi
ble, and empowering this individual to create
exciting programs.
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Think big. The steps you took to develop your
career in accounting were deliberate and orderly.
There is no reason to limit yourself to orderly, linear
progress in the growth of your practice, however.
Design your marketing for substantial results.
Effective marketing can have a major impact, and
you may find your practice growing in large spurts.
Hang on for the ride. Keep your eyes on the big pic
ture but don’t trip up on the details.
Use synergy. Once you have put your head and
heart into developing a creative approach, don’t use
it only once. Weave a consistent look and message
into all your communications. Your campaign
should reach prospects in the newspapers they read,
the seminars, meetings, and events they attend, the
news they hear or watch, and the mail they receive.
It is the consistent, well-presented message that
breaks through the clutter to get attention and
encourages your targets to remember and act when
their needs arise.
Demand the best. In developing your marketing
program, surround yourself with talented, motivat
ed enthusiasts, and demand superlative efforts. It is
better to develop a few projects to the utmost of
your ability, than to be involved in a variety of half
hearted marketing efforts. And include as many
people as possible in the program. The benefits are
firm-wide.
Constantly evolve. Make a conscious effort to
grow professionally and personally, and nurture the
growth of colleagues and staff. Often, developing
marketing programs that challenge you in new ways
will benefit the entire firm. The pursuit of new ideas
and methods can draw enthusiastic interest from
clients, prospects, referral sources, and the people
with whom you work.
Learn to delegate. The more you care about the
quality of your work, the more difficult it often is to
prioritize and delegate. If you are constantly sub
merged in project detail, however, you will not have
time for regular creative thinking or for marketing.
So, learn to delegate. Give yourself some breathing
room and provide a way for others to grow.
Be passionate. Persuasion is based on emotion,
not logic. If you truly believe your approach and
services will benefit others, and if you really want
to work with a particular prospect, share that
enthusiasm. In today’s marketing situation, few
people can resist someone who sincerely cares
about them and wants to make a positive differ
ence in their life. □
—by Lyne P. Manescalchi, Boulay, Heutmaker,
Zibell & Co., P. L. L. P., 5151 Edina Industrial
Boulevard, Suite 500, Minneapolis, Minnesota
55439, tel. (612) 893-3831, FAX (612) 835-7296
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MAKE SURE YOUR FIRM IS COVERED WHEN OWNERSHIP CHANGES
If your firm is considering a change in ownership—the
addition or retirement of a partner, or the merger, dis
solvement, or sale of a practice—you should contact your
insurance carrier now. Waiting until after you complete the
transaction could leave you without coverage for profes
sional liability claims. The following comments show why.
Claims-made policies

One frequently misunderstood aspect of accountants pro
fessional liability policies is that they are claims-made
policies. Claims-made means that the policy covers claims
made against the insured during the policy period. Since
there is generally a substantial time lag from when ser
vices are performed to when a claim is typically filed, or
made, most claims-made policies offer coverage for ser
vices performed prior to the policy effective date. This is
called prior acts coverage.
Prior acts coverage is typically extended to the initial
effective date of a firm’s first claims-made policy. To
ensure prior acts coverage—thereby avoiding a coverage
gap, or worse, a claim that may not be covered—uninter
rupted insurance must be maintained throughout any
type of transition.
Another feature of claims-made policies is the Extended
Claim Reporting Period (ECRP) endorsements which
address work performed during the policy period and
which give rise to a claim after the policy has expired.
These endorsements extend the period of time after policy
expiration in which a claim can be made and still be cov
ered. Typical options are one-, three-, and five-year claim
reporting periods.
Remember, without an ECRP, claims made after a pol
icy’s expiration date will not be covered. Also, an ECRP is
not the same as an active policy. Any work performed
during the extended claim reporting period will not be
covered. CPAs who plan on working after the dissolution
of a firm must keep an active policy for their ongoing
work to be covered.
Both prior acts and extended claim reporting period cov
erage are important policy features that help a firm in tran
sition maintain continuous insurance coverage. How and
when these features are used depends largely on the type of
change a firm is undergoing.
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Successor firm coverage

When one firm is acquired by another, the successor firm
may be able to secure claims-made coverage for the pre
decessor firm’s liability exposures. Do not assume, how
ever, that such coverage will automatically be provided by
your insurer. You have to request it.
While most policies provide reasonable assurance that
existing coverage will be available for a continuous,
unchanged firm at renewal, a successor firm is not guar
anteed coverage for the prior actions of firms it merges
with or acquires. The availability of coverage for prede
cessor firms’ actions prior to the merger or acquisition is
an underwriting decision made on a case-by-case basis.
Insurers usually restrict coverage for prior acts to mir
ror the coverage a predecessor firm had in place. For
example, if the firm being acquired had no insurance cov
erage, the new owner may not be able to secure coverage
for work performed by that firm. Firms merging with or
acquiring another firm should discuss the availability of
coverage for the prior acts of the acquired or merged firm
with their insurer as part of any merger or acquisition con
siderations.
There are some benefits to maintaining coverage for the
prior acts of predecessor firms: limits of liability and
deductible follow the successor firm’s policy terms, a new
policy may not have to be purchased, only one premium
has to be paid, an ECRP endorsement may not have to be
purchased, and, as long as the policy is continued, prior
acts coverage will be maintained.

In This Supplement
□ Underwriters Corner (Answer to a question con
cerning coverage of claim expenses), APL 2.
□ Florida court rules accountants not liable to share
holders, APL 3.
□ The CPA Value Plan offers broad coverage for sole
practitioners and small firms, APL 4.
□ New risk management seminars cover methods for
managing and limiting liability risk through prac
tice management, APL 4.
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If the successor firm does not wish to take on the lia
bility exposure of the acquired firm, the purchase of an
ECRP endorsement on that firm’s policy is an option.
Because an ECRP is an endorsement to an existing pol
icy, rather than an independent policy, many policy
provisions of a claims-made policy remain intact during
an ECRP. Limits, deductibles, and exclusions of the
original policy all continue to determine the applicable
coverage.
ECRPs are typically available for periods in excess of
sixty days up to several years and offer benefits, such as
claims against a predecessor firm will not deplete coverage
limits of a new firm. The new firm would have a new, sep
arate policy. Also, premiums applicable to the predecessor
firm and the new firm are separate and precisely known,
which policy covers which claim is usually clear, and for
mer partners of the predecessor firm have no responsibili
ty to monitor whether continuous coverage is maintained
by the acquiring entity. Their prior acts are covered by the
ECRP.
Coverage for a new partner

If you are merging with or acquiring a sole practitioner’s
practice, or bringing in a new partner but not his firm, your
coverage can usually be extended to include the work per
formed by any new partners before they joined your firm.
(This additional exposure will likely generate an additional
premium cost.)
When determining whether to cover your new partner’s
past work, consider whether this will prove beneficial to
your firm. After all, your firm will not derive any revenue
from the prior work, yet you are assuming the responsi
bility to provide insurance to cover that work. Any claim
against the new partner’s past work could adversely affect
your insurance.
You should address how the prior liabilities will be han
dled in your new partnership agreement. Consult with
your lawyer to be certain that the terms and conditions of

Underwriters Corner
The Underwriters Corner is published by Aon Insurance
Services to provide AICPA members with answers to fre
quently asked questions. Should you have any questions,
such as the one below, that you would like answered in
the publication, just address them to: Accountants
Professional Liability, Loss Prevention Supplement, C/O
Aon Insurance Services, 4870 Street Road, Trevose,
Pennsylvania 19049, Attn: M. Cook.
Q. Could you please explain the difference between
claim expenses covered within the limits of liabili
ty and claim expenses covered outside the limits of
liability?
A. The AICPA Professional Liability Insurance Plan and

some other accountants liability policies offer coverage
for claim expenses both within the limits (known as CEIL)
and outside the limits (known as CEOL).

this agreement coincide with the terms of your profes
sional liability insurance.
If you do extend coverage to a new partner, be certain
to perform a thorough due diligence. Your insurer will
need to be advised of the following information:
□ Does the new partner carry professional liability insur
ance? If so, who is the insurance carrier and what limits
of liability does the new partner carry?
□ Does the new partner use engagement letters for all
work? If not, in what areas of practice are engagement
letters not secured?
□ Has the new partner participated in loss prevention
programs?
□ What is the new partner’s claims history over the past
five years? Are any claims still open? Are there any
known incidents which could give rise to a claim?
□ How much revenue does the new partner receive from
his or her largest client?
□ Has the new partner performed any services in publicly
held auditing or securities?
□ Has the new partner had a license suspended and/or
revoked or been the subject of any investigation or dis
ciplinary action?
Your insurance carrier will consider these questions
when deciding whether to extend coverage for the new
partner’s prior acts and determining any additional pre
mium that may apply to your insurance policy.
When a firm employee becomes a partner, there is no
additional exposure on your insurance policy. That per
son’s work is already covered under the policy, despite his
or her not having been a principal. Since a new partner
constitutes a material change in your firm, you would
need to notify your insurer of this as well as if adding the
new partner results in a change in the firm’s name.
Dissolution

A dissolving firm has two options: 1) completely cancel
the coverage and purchase an ECRP; 2) have the majority

When a valid claim is made, certain costs, referred to
as claim expenses, begin to accrue. Claim expenses
include attorneys fees, court costs, and all other charges
incurred by the insurer in defending a claim.
If your professional liability policy has CEIL, all claim
expenses are deducted first from the liability limit, and
the balance is available for settling a judgment. For
example, if you have a $ 1 million liability limit and your
claims expenses total $100,000, there is $900,000 avail
able to pay damages.
You can elect to have a CEOL endorsement on your
policy. For a small additional fee, you are provided with
a separate but equal limit of liability for claim expenses.
Using the same example as above, on a $ 1 million liabil
ity limit, the full $1 million is available for payment of
damage, and there is an additional $1 million available
for expenses related to the claim. Purchasing the CEOL
option when you arrange for your insurance results in
additional protection if a claim is filed against you.

The Professional Liability Insurance Plan Committee objective is to assure the availability of professional liability insurance
at reasonable rates for local firms, and to assist them in controlling risk through education. For information about the AICPA
Plan, call the national administrator, Aon Insurance Services, (800) 221-3023, or Leonard Green at the Institute (201) 938-3705.
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successor continue the policy and purchase prior acts
coverage. Some insurance carriers define the majority
successor as the entity which retains at least half the owners/partners/officers; others define it as the entity which
retains at least half of the billings. (The AICPA
Professional Liability Insurance Plan defines a majority
successor as the one retaining "50 percent or more of the
owners, partners, members, or officers.”)
Coverage options and guidelines vary depending on the
professional liability insurer. If you are planning to dis
solve your firm, your carrier should be notified immedi
ately so that it can assist you in taking the proper protec
tive actions. Consider the following, for example.
A firm dissolves and each partner sets up business indi
vidually. The firm cancels its current coverage and pur
chases an ECRP. The ECRP will protect the firm for all
subsequently reported claims, subject to the retroactive
date on the policy, for a specified number of years, but
only for services rendered prior to the cancellation or expi
ration date. (Remember, you should be sensitive to your
state’s statute of limitations when considering the dura
tion of the ECRP.)
It is essential that firms keep in mind that deductible
payments will be required on claims brought under the
ECRP. An agreement should be in place to fund the
deductible, should a claim for past work arise.
Since each of the two partners in the above example has
set up business independently, bear in mind that, if they
each buy coverage with prior acts for their new entities,
there are now three policies in force, resulting in a higher
total premium.
The other option for a dissolving firm is for one partner
to keep the existing policy. This partner, who must retain
at least 50 percent of the old firm’s billings, will need to
inform the insurer of the material change in ownership
and any resultant name change. The other partner would
take out coverage on his own, which would provide pro
tection for the work of his new entity going forward.
This way, there are only two policies in force, which
results in a lower overall premium. The firm carrying the
prior acts coverage has control over the limits of liability,
deductible, and changing the coverage. There are, howev
er, four serious drawbacks to this option which should be
considered: 1) the firm carrying the prior acts coverage
will be responsible for claims made against the old firm,
including the deductible; 2) the firm without the prior acts

Case in Point
Florida court rules accountants
not liable to shareholders

A Florida appellate court has ruled that an accounting
firm does not owe a duty to shareholders who invested in
a company in alleged reliance on the firm’s audited finan
cial statements.
The three plaintiffs invested in a bank. The bank had
sent the firm’s audit report and the bank’s audited finan
cial statements to shareholders and members of the public
interested in investing in the bank.
The plaintiffs claimed they relied on the financial state
ments when they invested in the bank. Their suit alleged
that the financial statements contained false representa
tions. The plaintiffs lost their investment when the bank
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coverage must rely on the other to maintain the coverage
for the old firm; 3) premiums to cover past work will be
based on the size of the new firm; 4) there may not be an
exchange of information between all former partners.
Options for merging firms

There are basically three coverage options for merging
firms: 1) the existing professional liability policy of one
firm is maintained with prior acts coverage extended to
the other firm’s prior work; 2) a new policy is taken out in
the name of the new entity, including the appropriate
prior acts coverage for each of the previous entities; and
3) a new policy is taken out in the name of the new entity
and ECRPs are purchased on the previous policies. Prior
acts coverage with the new policy would not be necessary
under the third option.
Selling your practice or retiring

Both the sale of a practice and retirement can be covered
with an ECRP. An ECRP endorsement allows a defunct
entity to report claims resulting from services provided
when the firm was in existence, but may be made after the
entity ceases to exist. When a firm dissolves, its prior lia
bilities, whether real or potential, do not disappear. The
ECRP is designed to specifically address this issue.
If you sell your practice, the buyer will not automati
cally be extended coverage for work you performed for
the acquired clients. You should purchase an ECRP to
cover any potential claims against your work. If you
retire, purchasing an ECRP that matches your state’s
statute of limitations can protect you, your personal
assets, and even your estate.
The AICPA Professional Liability Insurance Plan offers
an ECRP vesting credit program for individuals retiring
or discontinuing practice. The ECRP discount is 10 per
cent a year for each consecutive year insured with CNA
Insurance Companies, the endorsed carrier. The AICPA
Plan assists participants in hundreds of change-of-owner
ship situations every year. As with any material change in
a business, legal counsel should be consulted. □

—by Ken Mackunis, Aon Insurance Services, 4870 Street
Road, Trevose, Pennsylvania 19049, tel. (800) 221-3023,
and Philip Rowan, Accountants Professional Liability
Group, CNA Insurance Companies, 20 West, CNA Plaza,
Chicago, Illinois 60606, tel. (312) 822-2350.

was declared insolvent.
The trial court dismissed the plaintiffs’ negligence claim;
the plaintiffs appealed. In reviewing the claim, the appel
late court noted that Florida, in adopting the Restatement
(Second) of Torts Section 552, extends liability to an
accountant only when the accountant knows, at the time
the work is done, that a limited group of third parties
intends to rely on the work for a specific transaction. The
appellate court dismissed the claim.
Although the plaintiffs were corporate shareholders who
relied on the audit report and audited financial statements,
the trial court ruled they did not make up the kind of lim
ited group contemplated by the Restatement. In addition,
the accounting firm was not aware of any specific transac
tion at the time of the undertaking. Consequently, the
accounting firm owed no duty to plaintiff shareholders in
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these circumstances.
With this ruling, Florida becomes the twenty-first state
to move away from either strict or liberal privity rulings
to the more middle ground interpretation of privity
afforded under Restatement. Those states are: Alabama,
Alaska, California, Florida, Georgia, Hawaii, Iowa,
Kentucky, Louisiana, Minnesota, Missouri, Montana,

New Hampshire, North Carolina, North Dakota, Ohio,
Rhode Island, Tennessee, Texas, Washington, and West
Virginia.
You should become familiar with the case law on
accountants liability in your practice area. (Citation:
Maehata v. Seidman & Seidman, 644 So. 2nd 114, Fla.
App.4 Dist., 1994) □

The CPA Value Plan

The CPA Value Plan offers a choice of liability limits
ranging from $100,000 per claim/$250,000 annual aggre
gate to $1,000,000 per claim/$2,000,000 annual aggregate.
The Plan provides insureds:
Claim expenses outside the limits of liability—a sepa
rate but equal limit to cover legal fees, court costs, and
other expenses related to claims defense without affecting
limits available for any judgment or settlement.
Defendant's reimbursement coverage—$250 a day—up
to $5,000 per policy period—for wages lost due to
required attendance at defense proceedings, trials, or
court hearings.
Regulatory inquiry coverage—up to $2,500 per policy
period for incurred attorneys’ fees and costs related to
investigation or defense proceedings before a state licens
ing board or governing body.
The Plan’s unique rating structure for smaller practices
can mean lower rates. Qualified firms can apply for the
CPA Value Plan by contacting Aon Insurance Services,
the AICPA Insurance Program Administrator, tel. (800)
221-3023. (Availability is subject to state regulatory
approval.) □

Aon Insurance Services and the CNA Insurance
Companies, with the guidance of the AICPA professional
liability insurance plan committee, have developed the
CPA Value Plan specifically to meet the unique profes
sional liability needs of sole practitioners and small
accounting firms.
The CPA Value Plan is available to firms of up to three
professionals with annual billings of up to $300,000. It
offers broad coverage for small firms that specialize in such
areas of practice as tax planning and preparation, book
keeping, compilation, review, auditing, general accounting
services, personal financial and general business planning,
litigation support, management advisory services, as well as
EDP services and consultations.
The CPA Value Plan extends simplicity to both the
application and the renewal process. Eligible firms will
fill out a brief application once, and at the end of the pol
icy period, receive a new premium invoice, which
includes a section to notify the AICPA Plan of any signifi
cant changes in the firm.

Risk Management Seminars
To help AICPA Plan insureds continue to reduce their expo
sure to a malpractice claim, CNA has developed an all-new
comprehensive Risk Management Seminar, "The Lifecycle
of a Client Relationship.” The new seminar addresses such
topics as why CPAs get sued, how to define the scope of
your practice to avoid liability exposure, how to assess risk
prior to accepting an engagement, and client acceptance.
Aon Insurance Services and your regional Plan repre
sentative will hold about eighty seminars throughout the
United States during the 1996 calendar year. Insureds
that employ thirty or more professionals can qualify for
an in-house seminar.
In addition to learning methods for managing and lim
iting liability risk through practice management,
accounting professionals who attend a CNA Risk
Management Seminar will earn four hours of continuing
professional education (CPE) credit in all states except
New York. New York state insureds may apply this CPE
credit only toward their AICPA continuing education
requirements.
AICPA Plan insureds will receive information about the
Risk Management Seminar in their area approximately six
weeks prior to the seminar date. The following seminar
schedule is only a partial listing. For a current listing,
including sites and times, and to obtain specific seminar
details, call Aon Insurance Services, (800) 221-3023.
The AICPA Plan is underwritten by Continental Casualty

APL4

Risk Management Seminars Schedule
Date

Location

Date

June 3

Kentucky

June 28

Albuquerque, NM

Location

June 4

Kentucky

July 16

Charleston, WV

June 5

Orlando, FL

July 18

Arlington, TX

June 6

Chicago, IL

July 19

Austin, TX

June 7

Indiana

August 14

Columbia, SC

June 11

Schaumburg, IL

August 15

Raleigh, NC

June 12

Kansas City, MO

August 19

Minnesota

June 13

St. Louis, MO

June 14

Independence, OH

August 20 Minneapolis, MN
Sept. 9

Charlotte, NC

June 18

Troy, MI

Sept. 12

Atlanta, GA

June 19

Dayton, OH

Sept. 12

Nashville, TN

June 19

Minneapolis, MN

Sept. 13

South Carolina

June 20

Stanton, DE

June 24

Little Rock, AR

Sept. 18 Fort Lauderdale, FL
Sept. 27

Boston, MA

Company, one of the CNA Insurance Companies.
The Accountants Professional Liability Loss Prevention
Supplement should not be construed as legal advice or a
legal opinion on any specific factual situation. Its contents
are intended for general information purposes only. 0
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Your Voice in Washington
Conference Calendar
DOL study shows improvements needed to
employee benefit plan audits
According to a recent study on the quality of
employee benefit plan audits by the Pension and
Welfare Benefits Administration (PWBA) of the
Department of Labor (DOL), many of the plan
audits reviewed did not comply with generally
accepted auditing standards (GAAS), and many
plan filings did not comply with Employee
Retirement Income Security Act of 1974 (ERISA)
reporting requirements. The PWBA study follows a
1987 study by the DOL’s Office of the Inspector
General, which found similar results.
The AICPA will continue the collaboration it
began with the DOL in 1988 to strengthen the qual
ity of employee benefit plan audits, and the profes
sional ethics division will continue taking investiga
tory and disciplinary action on all referrals from the
PWBA alleging substandard audit quality.
Where to go for help
Questions about an ERISA audit can be directed
to the AICPA’s technical hotline, tel. (800) 8624272. Also, the PWBA encourages auditors and
plan filers who have ERISA-related accounting
and auditing questions and questions regarding
the preparation of Form 5500, to call its Division
of Accounting Services, tel. (202) 219-8794.
Questions concerning filing requirements should
be directed to the Division of Reporting Compli
ance, tel. (202) 219-8770.
The following publications are available from the
AICPA order department, tel. (800) 862-4272:
□ Audit and Accounting Guide, Audits of Employee
Benefit Plans (no. 012335LR).
□ Audit Risk Alert, Employee Benefit Plans Industry
Developments—1996 (no. 022177).
□ Checklist and Illustrative Financial Statements:
Defined Benefit Pension Plans (no. 008695LR).
□ Checklist and Illustrative Financial Statements:
Employee Health and Welfare Benefit Plans (no.
008698LR).
□ Checklist and Illustrative Financial Statements:
Defined Contribution Plans (no. 008700).
□ Self-study CPE courses: Audits of Employee
Benefit Plans (no. 737087GA); Employee Benefit
Plans I: Accounting Principles (MicroMash)
(Windows version—no.703116GA; DOS ver
sion—no. 703113GA); and Employee Benefit
Plans II: Audit Considerations (MicroMash)
(Windows version—no. 703126GA; DOS ver
sion—no. 703123GA).
AICPA members can obtain a copy of the PWBA
study by calling the Institute, tel. (202) 434-9213. □

National Accounting and Auditing Advanced
Technical Symposium
July 25-26—Sheraton Seattle, Seattle, WA
Recommended CPE credit: 22 hours
National Healthcare Industry Conference
July 25-26—Sheraton San Diego Hotel &
Marina, San Diego, CA
Recommended CPE credit: 16 hours

Estate Planning Conference
July 31-August 2—Westin Hotel, Seattle, WA
Recommended CPE credit: up to 32 hours
National Governmental Accounting and
Auditing Update Conference
August 5-6—Washington Renaissance Hotel,
Washington, DC
September 12-13—Squaw Peak Hilton,
Phoenix, AZ
Recommended CPE credit: 16 hours
National Advanced Litigation Services
Conference
September 30-October 1—New Orleans
Marriott, New Orleans, LA
Recommended CPE credit: 16 hours

National Auto Dealership Conference
October 21-22—The Pointe Hilton at South
Mountain, Phoenix, AZ
Recommended CPE credit: 16 hours
National Governmental Training Program
October 21-23—Sheraton Music City,
Nashville, TN
Recommended CPE credit: 24 hours

Retirement Planning
October 30—JW Marriott, Washington, DC
Recommended CPE credit: 8 hours
National Federal Tax Conference
October 31-November 1—JW Marriott,
Washington, DC
Recommended CPE credit: 16 hours

To register or for more information, contact
AICPA Conference Registration, tel. (800) 8624272, menu no.3, submenu no. 1.
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There’s Gold in Your Client Treasure
Chest (Part 2)
The first part of my article, in the June 1996 Practicing
CPA, dealt with building client loyalty. Here, we will
look at some ways to provide more services.
Most practitioners are capable of delivering a
variety of good client services, yet opportunities
for cross-selling are often missed. In the Weber
State University study cited in part 1 of this article,
professors Lon Addams and Brian Davis found
lack of proactivity in delivering services to be the
number one reason why clients change their CPAs.
Perhaps a brief look at what is happening in the
business world might shed some light on clients’
frustration.
□ Information. Clients are increasingly confused
by the abundance of information in unusable for
mats.
□ Global competition. Business clients may now
lose customers to a competitor located in another
country halfway around the world.
□ Advanced technology. Individuals and businesses
are so frequently inundated with new computer
tools that people cannot learn to use them properly.
Clients need your help more than ever to cope
with the explosion in information and technology,
but providing it can be frustrating. You know you
have services clients need and want, but it seems
your professional staff never lets clients know about
them. There may be a simple explanation. You
spent months or even years developing certain ser
vices and know them inside out. This may give you
insights that staff and even other partners do not
have.
When the cross-selling of services does not occur,
you probably decide some training is in order. Staff
objection to selling is not likely to change through
training, however, and to overcome resistance you
need to help people develop an affinity for particu
lar services, just as you have. This may, in fact, be
the most important aspect of the training. While the
training program cannot extend over the same peri
od of time it has taken you to really know the ser
vice, you can lead staff through the same steps.
Here’s how.
A step-by-step process
Discard any idea you might have that staff
cares about the additional billings that will
accrue to your firm. Forget that you may even be
able to bill 125 percent of standard.
Throw out any mechanical, one-way, classroom
style lecture in which you explain why you like the
new service.
Assess the learning needs of the group. Every
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one needs to thoroughly understand the service,
should learn to overcome fears of dealing with
clients’ objections, and should believe in the ser
vice to the extent he or she cannot wait to tell
clients about it.
Design exciting and innovative activities to
accomplish the learning objectives. The activities
should include practice sessions in describing the
features, advantages, and benefits.
A feature is a physical description of the service.
Each feature may have several advantages. True
benefits can only be described by the client. If you
can have the group brainstorm at least three
advantages for each feature and rehearse describ
ing them, you have the basis for a good cross-sell
ing program.
Teach people how to ask the right questions
to reveal the benefits to each client. Not all advan
tages will translate into the same benefits for every
client. And remind them that talking about features
and advantages without speaking to clients’ real
concerns (benefits) will likely bore the client.
Role playing is helpful. Don’t be lured into
thinking that staff accountants or even partners
really know something just because they have
heard about it. Be sure to set aside at least one
hour for practice sessions. A good method is to
break into groups of three, where one person plays
the CPA, one the client, and one person acts as
observer/coach.
Now you can set realistic expectations for cross
selling services throughout the firm. Within forty
eight hours of a training session, attendees should
be able to forecast their service presentations dur
ing the next thirty days. Hold a follow-up meeting
in thirty days’ time to review how each person fared
in cross-selling services. You will likely be amazed
at the results.

Cycle-selling with clients
Another way to successfully promote additional ser
vices is with a marketing tool known as “cycle-sell
ing.” Keep a list of all your services in each client’s
permanent file. Then, over a period of two to five
years, review each service with the client. (Don’t
present more than two services at one time.) Keep
notes of the actual conversations and the results of
this exchange.
The cycle-selling concept is not a one-time only
proposition: You should continually update the list
of services and review your capabilities with every
client. Make sure all clients are fully aware of all
your service capabilities, even if you think they may
never have a need for certain ones.
You can be proactive in delivering services if you
adopt the cross-selling and cycle-selling methods.
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Remember, it is not the client’s job to become aware of
your service capabilities. The responsibility is yours. □
—by Troy A. Waugh, CPA, Waugh & Co., P.O. Box
1208, Brentwood, Tennessee 37024, tel. (615) 3739880, FAX (615) 373-9885

Editor’s note: The final part of Mr. Waugh’s article,
which will deal with obtaining quality clients from
referrals, will be published in a future Practicing CPA.

Changing Your Membership Records
at the AICPA
The Institute needs to assess the significance of
changes in firm name or affiliation as they relate to
the firm’s participation in either the division for
CPA firms or the AICPA peer review program. To
speed the process, include the following information
on the member data change form or in separate cor
respondence:
□ Firm name(s) before and after change and result
ing address(es), telephone number(s), and manag
ing partner(s).
□ Effective date of change.
□ Whether change resulted from 1) merger/purchase, 2) dissolution, 3) name change of existing
firm, 4) other.
□ Number of partners before and after the firm’s
merger or dissolution.
□ For mergers/purchases: What percentage, not
including tax or management consulting work
(total must equal 100 percent), of the accounting
and auditing practice did each firm contribute to
the new entity? Has the new firm acquired any
SEC clients as a result of the merger/purchase?
□ For division for CPA firms: Are all CPA partners/shareholders of the resulting firm (see above)
currently members of the AICPA?
□ For dissolutions: Of the firm’s original account
ing and auditing practice, not including tax or
management consulting work, what percentage
did each owner take to a newly created firm or to
a currently existing firm? (Total must equal 100
percent.) Did the firm have any SEC clients? If so,
which firm is retaining them?
□ Describe other relevant structural changes or per
tinent information.
The above information should be provided by the
firm’s managing partner and mailed to AICPA
Membership Administration, Harborside Financial
Center, 201 Plaza Three, Jersey City, New Jersey 07311,
or sent via FAX (201) 938-3085 or E-MAIL
pwomble@aicpa.org 0

PCPS Advocacy Activities
PCPS builds for the future
Since 1977, the private companies practice section
(PCPS) of the AICPA division for CPA firms has
helped improve the quality of services by CPA
firms to private companies through its member
ship requirements, and has provided an effective
means for sole practitioners and local and region
al firms to make known their views on profession
al matters, including the establishment of techni
cal standards.
PCPS has been pivotal in the development of the
AICPA National Accounting and Auditing
Advanced Technical Symposium, its own annual
conference, and, most recently, the AICPA
Practitioners’ Symposium. PCPS provides informa
tion to interested parties concerning the AICPA
Policy Statement Against Discrimination Based
Solely on Firm Size, and since August 1991, has
published and distributed this publication, the
Practicing CPA.
PCPS has an official ombudsperson to help mem
ber firms work with the AICPA in resolving issues or
accessing information, and provides practice publi
cations for distribution to clients and referral
sources, and complimentary copies of the AICPA
Annual Audit Risk Alert and Compilation and Review
Alert.
PCPS can help firms manage change (today’s
greatest challenge) effectively and efficiently by
developing or recommending new products or
services that address firms’ needs. PCPS's 1992
survey of member firms led to the creation of the
Tax Information Phone Service (TIPS)—a payper-use resource for technical tax information
(see April 1996 Practicing CPA), and to the devel
opment of a non-qualified retirement plan for
key employees (soon to be available through
ITT/Hartford).
This year, PCPS is sponsoring a series of member
“Town Hall Meetings” (see page 8) to learn first
hand firms’ priority issues and develop a plan to
address them. While priorities and issues may
change in the years ahead, PCPS will continue to
□ Be the voice of local and regional firms.
□ Mobilize resources to tackle critical issues.
□ Command attention from inside and outside the
profession.
□ Offer solutions to professional, technical, and
management questions.
□ Furnish tools to help members compete and grow.
For toll-free information about PCPS membership
requirements and other matters, contact Barbara
Vigilante and Dave Handrich via telephone (800)
CPA-FIRM and FAX (800) FAX-1112. □
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PCPS Town Hall Meetings

TIC’s Help Sought for Guidance

The private companies practice section (PCPS) is
sponsoring a series of "Town Hall Meetings” for its
members, this year. The meetings will be held in
selected cities across the country, with the idea of
engaging practitioners in informal discussions
about the benefits of PCPS membership, areas of
interest and concern in the CPA profession, and
about PCPS’s continuing role in assisting firms.
The schedule, so far, is as follows:

In May, PCPS’s technical issues committee (TIC)
met with the AICPA audit issues task force and the
chair of the accounting standards executive com
mittee to discuss how TIC’s resources can be
accessed earlier in the process of developing guid
ance. The AICPA’s goal is to anticipate issues and
seek solutions before they mature, and TIC’s efforts
to see that local firms’ concerns are addressed while
a proposal is being drafted are in line with that goal.
TIC is providing the two groups with a listing of its
members’ industry and technical area expertise.
This should make it easier for task forces and com
mittees to contact the appropriate TIC members for
practice information on a project.
TIC also met with a FASB representative about the
problem of disclosure overload, and will continue to
discuss ways to limit the number and content of
required disclosures at its meeting this month in
Seattle. In addition, TIC will be represented in a spe
cial group to develop an approach to simplify
reporting under the Single Audit Act. □

Private Companies Practice Section

For further information, call Barbara Vigilante at
the Institute, tel. (800) CPA-FIRM. □
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